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An Investigation of Adaptability in Evidential Planning
Janice D. DiPietro*
Northeastern University

Theodore J. Mock
University of Southern California

Arnold Wright
Boston College
A growing body of research (e.g., Mock and Wright 1993; Bedard 1989) has exam
ined evidential planning decisions in auditing, reflecting the importance of these
decisions to the design of an efficient and effective audit. Accordingly, auditing stan
dards (SAS 31 and 47) stress the importance of adaptability in program planning.
This study examines the effect of two pervasive factors in the audit environment that
may significantly impact evidential planning: client industry and required procedures.
Prior research suggests that the level of risks, changes in risks, and evidence diagnosticity are likely to vary by industry. In addition, the incidence, magnitude, direction
and cause of audit errors differ cross-sectionally (Maletta and Wright 1993). Thus, the
importance of considering industry setting in evidential planning is widely recognized
in auditing. However, little empirical findings exist as to the level of adaptability of
evidential planning in practice to industry conditions.
In contrast to industry factors, generally considered functional in appropriate plan
ning, required procedures may impair program planning. The performance of required
procedures, which can be quite time consuming, may serve to limit the auditor's
ability to adapt to unique client risks. Further, these procedures may be over relied
upon, since their sanctioning may imply greater diagnosticity than provided.
Specifically the following two broad questions are examined. Are program plan
ning decisions tailored to the client's industry? Further, do required procedures inhibit
planning adaptability? This research studies evidential planning decisions as reflected
in the working papers of a sample of 155 actual engagements. Two industries (manu
facturing and merchandising) and accounts (accounts receivable and accounts
payable) are examined.
The findings suggest that auditors adapt the nature of procedures to be performed
to the client's industry. However, planning decisions were not found to be strongly
linked to the level of and changes in risk. This finding has important implications for
audit efficiency and effectiveness and suggests that additional training and/or the use
of decision tools may be needed.
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*The authors would like to gratefully acknowledge the comments and suggestions provided by participants
of the research workshops at the University of Southern California and Northeastern University and by
Jeffrey R. Cohen and Arnold Schilder. We also acknowledge the support received through KPMG Peat
Marwick's Research Opportunities in Auditing Program.
Adaptability, for purposes of this study, reflects the extent to which auditors develop their evidential plan
in response to the level and changes in risk, as well as, evidence diagnosticity and competency associated
with the client's industry and the audit area being examined.
The data utilized in this study was collected prior to the issuance of Statement of Auditing Standards
Number 67 "The Confirmation Process" which provides additional guidance on the use of confirmations.
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The level of planning adaptability was not significantly affected by the need to
perform required procedures. However, a disproportionate amount of audit effort
appears to be devoted to these procedures (confirmations), which have been found to
be of limited diagnostic value in detecting errors (e.g. Hylas and Ashton 1982). This
finding suggests a need to reevaluate the cost/benefit associated with such procedures.
The remainder of the paper is presented in four sections. The next section intro
duces a simplified model of adaptability and identifies the research questions to be
addressed. The method of investigation and findings are then presented. The final
section describes the implications of this study for practice and future research.

Adaptability in Evidential Planning
Figure 1 presents a simplified model of adaptability in evidential planning, which
serves to set the stage for the research questions. In this model evidential planning is
depicted as a function of the auditor's risk assessments and knowledge base. The risks
noted (inherent and control risks) are those suggested by the Audit Risk Model
advanced in auditing standards. However, there is little knowledge concerning the
extent to which program planning decisions in practice are tailored to risk assess
ments. Two archival studies have examined this issue. Bedard (1989) found that audit
programs varied little over time. Rationale statements suggested that extent seemed to
be the primary mechanism for adapting to changes in risks. However, data regarding
actual risk assessments were not gathered.

Figure 1
Adaptability In Evidential Planning
(Audit Risk Model Perspective)
Note: Variables In Bold Face Are Examined In This Paper
CLIENT
INDUSTRY

&

RISK ASSESSMENT

FACTORS
INHERENT RISK
CONTROL RISK

AUDIT AREA/ACCOUNT
(MATERIALITY)

PROGRAM PLANNING
(DETECTION RISK)
AUDIT TEAM
KNOWLEDGEBASE

NATURE
EXTENT
TIMING

STANDARD PROGRAM
REQUIRED PROCEDURES
PROCEDURAL FACTORS:
COST

AUDIT RESULTS

EFFECTIVENESS
(DIAGNOSTICITY)

IDENTIFIED ERRORS
FREQUENCY
MAGNITUDE

Mock and Wright (1993) examine the relationship between program planning deci
sions and risk assessments over a two year period from data abstracted from the
working papers. Table 1 provides an overview of the results of that study. Three of the
findings are particularly noteworthy, First, audit programs were found to be quite
stable over time, corroborating the findings of Bedard (1989). Second, extent was
related to the level of a number of risk factors, especially the existence of prior errors.
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This finding suggests the intertemporal link in program planning decisions. That is, an
audit appears to be a sequential learning process, since the audit results from a prior
year indicate areas of risks. Finally, changes in risks over time were not found to be
significantly associated with revisions to extent. In sum, these findings raise questions
of whether evidential planning decisions in practice are sufficiently adaptive to the
level of and changes in risk.

Table 1
Summary of the Research Findings of Mock & Wright (1983)
RESEARCH
QUESTIONS

RESULTS
ACROSS CLIENTS

OVERTIME

DO AUDIT PROGRAM DECISIONS (NATURE AND
EXTENT) VARY?

NATURE WAS SIMILAR (70%75% COMMON TESTS) BUT
EXTENT VARIED.

THERE WAS LITTLE
CHANGE IN TYPES OF
TESTS (95% COMMON
TESTS) FROM YEAR TO
YEAR. EXTENT DID VARY
TO A LIMITED DEGREE.

DO RISK ASSESSMENTS
VARY?

THERE WAS A WIDE RANGE
AND VARIANCE IN RISK
ASSESSMENTS.

LIMITED CHANGE WAS
PRESENT IN RISK ASSESSMENTS; i.e. NO CHANGE IN
90% OF MICRO IR; 76% OF
MACRO IR; AND 94% OF IC
RELIANCE JUDGMENTS.

WHAT IS THE RELATIONSHIP BETWEEN AUDIT
PROGRAM DECISIONS AND
RISK ASSESSMENTS?

SOME SIGNIFICANT ASSOCIATIONS WERE FOUND FOR
A/R EXTENT DECISIONS BUT
NONE FOR A/P.

EXTENT WAS LARGELY
DEPENDENT ON THE PRIOR
YEAR'S PLAN/ACTUAL.
MIXED/LIMITED FINDINGS
REGARDING THE ASSOCIATION BETWEEN PLANNED
EXTENT AND RISK
CHANGES.

NOTES:

1.
2.
3.
4.

Common tests are those that are done across clients or across time (this year & last year)
Micro IR: inherent risks for an account/cycle
Macro IR: inherent risks at the engagement level (e.g. going concern problems)
A/R = Accounts Receivable; A/P = Accounts Payable

Figure 1 also identifies elements of the auditor's knowledge base that are likely to
influence program planning decisions. Standard audit programs and required proce
dures (e.g. confirmations of accounts receivable) are decision tools that suggest
evidence to be gathered. Additionally, through experience the auditor is expected to
gain knowledge of the costs and relative effectiveness of various procedures.
The Bedard (1989) and Mock and Wright (1993) studies provide important insights
concerning program planning decisions. However, they do not explicitly consider the
impact of industry and required procedures on evidential planning, the focus here.
The pattern of errors (Hylas and Ashton 1982; Ham et al 1985; Kreutzfeldt and
Wallace 1986) and their magnitude and cause (Maletta and Wright 1993) significantly
differ across industries, suggesting areas of audit exposure vary cross-sectionally.
Further, the level of inherent risks associated with different assertions may differ
across industries. For instance, the collectibility of accounts receivable (valuation)
may be more problematic for a merchandiser than a manufacturer due to the larger
number and greater diversity of customers. Finally, the availability, reliability and cost
75

of gathering evidence can differ across industries. For example, Caster (1990)
suggests that confirmations sent to vendors in a manufacturing environment are more
diagnostic than those received from consumers for a retailer. Thus, one would expect
auditors of manufacturing clients to devote a larger percentage of audit time to confir
mations than auditors of merchandisers, ceteris paribus.
Given the importance of industry factors, as described, the following exploratory
research questions are examined.
Q1: Does evidential planning (nature and extent of procedures) vary across
industries?
Q2: Are there industry differences in the relationship between evidential planning
and the level of risks?
Q3: Are there industry differences in the adaptability of evidential planning to
changes in the risk over time?
The second variable examined here is the impact of account differences on
program planning. The reliability and cost of gathering evidence may vary across
accounts. Additionally, key assertions and inherent risks may differ. The findings of
Mock and Wright (1993) suggest that adaptability to risk at the account level may be
limited. The present study examines a potential explanation for this finding, the effect
of procedures required by professional standards. Wright and Mock (1985) argue that
given a competitive environment, the time consuming nature of required procedures
such as accounts receivable confirmation may limit the auditor's ability to adapt to the
unique risks and evidence of a client. That is, required procedures reduce planning
flexibility in that auditors have limited resources available to deal with specific risks,
and required procedures absorb some of these resources irrespective of the level of
risk present. The diagnosticity of such required procedures as inventory observation
and accounts receivable confirmations has been found to be quite low (Hylas and
Ashton 1982; Sorkin 1977; Warren 1973). Required procedures may, thus, provide a
false sense of confidence in that auditors perceive such evidence to be of greater diag
nostic value than is actually provided. L i n et al (1991) provide evidence supporting
this. The final research question examines the effect of required procedures on adapt
ability of program planning, an issue not explored in prior research.
Q4: Do required procedures inhibit adaptability in program planning?

Method
This study is based upon actual evidential planning judgments abstracted from
audit working papers. The study focuses on planning decisions in two accounts (and
related cycles): accounts receivables (revenue and receipts cycle) and accounts
payable (purchasing and disbursement cycle). These accounts were selected for
several reasons. First, these accounts are material on most audit engagements.
Auditors, therefore, can be expected to have had frequent experience in planning these
areas. Second, prior research suggests these areas contain a relatively high incidence
of errors (Maletta and Wright 1993; Wright and Ashton 1989; Kreutzfeldt and Wallace
1986). A final rationale is the need to compare the planning judgments for an account
that has a required procedure to one that does not (Ques. 4). The confirmation of
accounts receivable is required by professional standards while no such requirement
exists in the accounts payable area.
This research examines engagements in two industries: manufacturing and
merchandising. Maletta and Wright (1993) report that of the industries studied, the
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mean number of errors was highest for the manufacturing and merchandising compa
nies, with the manufacturers having the largest errors. Additionally, error causes
varied across the manufacturing and merchandising companies. Importantly, accounts
receivable and accounts payable are normally material accounts for companies in both
of these industries.
A random selection was made from one B i g 6 firm's client list, with an equal
number of manufacturing and merchandising companies. Two sample criteria were
employed. The company had to (1) be an audit client and (2) have been audited for at
least one prior year. The second criterion was to address the responsiveness of eviden
tial planning to changes in risks (Ques. 3). This selection criterion limited the sample
to 345 engagements, of which 46 percent responded. Given the extensive information
sought on each engagement, this response rate was considered satisfactory. The final
sample comprised 155 audits: 84 manufacturing and 71 merchandising.
Table 2 presents financial data on the sample, indicating a wide range of companies
in terms of size. Audit "gauge" is reported, which is the participating firm's opera
tional determination of planning materiality. Gauge equals the greater of revenues or
assets to the 2/3 power. O n average, both the accounts receivable and accounts
payable areas were quite material.

Test Instrument
3

A test instrument was developed to obtain information on the nature and extent of
audit procedures (planned and actual) for the two most recent years in the accounts
receivable and accounts payable areas. Risk data were also obtained for this period.
The test instrument was pilot tested by six audit managers and minor modifications
were made.
The instrument was completed by the auditor in charge of the engagement and was
reviewed by the manager and partner on the engagement for thoroughness and accu
racy. Participants had an average of 4.1 years of experience, with 85 percent at senior
level or higher. Respondents, therefore, are expected to have a good level of under
standing and experience in evidential planning. The instrument was administered as
close to the completion of the current year's field work as possible, minimizing
completion time and also enhancing the accuracy of responses.
The nature of planned evidence was determined by requiring the auditors to submit
a copy of the current and prior year audit program. The firm's standard audit program
had been used on 95 percent of the selected engagements. Coding of audit evidence
was, thus, objective and efficient, as the auditors indicated by their initials those stan
dard procedures planned for the audit. Additional procedures were also noted. The
coding for these procedures was independently completed by 2 individuals. The level
of agreement was 78 percent, with all discrepancies jointly discussed, resolved and
coded accordingly.
The extent of evidential planning was measured based upon total audit hours.
Sample size was not used as many evidential sources (e.g. client inquiry) do not
involve the selection of a sample. The audit effort and cost of equally sized samples
are also not necessarily equivalent.
Total audit hours (planned and actual) for accounts receivable and accounts
payable were taken directly from the working papers. A measure of extent by broad
procedural area was also needed. Auditors were asked to consult the working papers
4
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A copy of the instrument is available upon request.
Disaggregation of audit time by individual audit test was determined, from consultation with firm
personnel and pilot testing, to be extremely time consuming and not likely very accurate.
4
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Table 2

$11,645
$77-352,344
$7,266
$5-276,128
25
2-134
16
0.28-203

Mean
Range

Mean
Range

Mean
Range

Mean
Range

Accounts Receivable

Accounts Payable

Accounts Receivable/Gauge

Accounts Payable/Gauge

Note: No significant differences (p ≤0.10) across industries.

$4,978
$(23,889)-206,583

$426
$9-5,300

Mean
Range

Audit Gauge

Mean
Range

$62,442
$300-1,277,790

Mean
Range

Total Revenues

Net Income (Loss)

$70,642
$419-2,664,879

Mean
Range

Total Assets

$27,082
$9-1,151,426
21
0.26-116
21
0.14-12

$24,625
$4-1,023,905
21
0.15-151
24
0.01-461

$8,352
$25-397,267

17
0.62-249

25
2-162

$15,557
$5-478,701
$16,039
$17-426,927

$12,144
$102-459,980

$8,002
$(5,185)-231,300

$491
$4-11,000

$245,726
$562-7,774,480

$140,473
$404-4,840,311

$4,028
$(15,012)-109,302

$551
$12-12,000

$252,461
$587-8,225,326

$183,577
$404-7,443,877

Merchandisers (n=71)
Prior Year
Current Year

$4,975
$(35,583)-226,599

$427
$7-5,839

$71,616
$294-2,041,745

$66,470
$300-2,452,968

Manufacturers (n=84)
Prior Year
Current Year

Financial Data
(in thousands of dollars)

and use their professional judgment in allocating the total audit hours in each account
to broad procedural areas. These areas are presented in Exhibit 1 and were determined
from discussions with executive office personnel and review of the firm's audit
manual. A pilot test revealed that the broad procedural areas were familiar to and un
derstood by the participants.

Exhibit 1
Broad Procedural Areas by Account
Account
Accounts Receivable

Accounts Payable

Procedural Area
-

Analytical procedures
Confirmations
Collectibility procedures
Detailed procedures
Cutoff
Financial statement disclosures/methods
Tests of controls
Analytical procedures
Confirmation (vendors' statements)
Cutoff
Review accruals
Detailed procedures
Financial statement disclosures/methods
Test of controls

Risk data were also obtained. Several inherent risk factors were identified from the
literature (Kreutzfeldt and Wallace 1986; Willingham and Wright 1985) which appear
to be significant. Table 3 presents these "macro" and "micro" level risk factors.
"Macro" level risk factors relate to the engagement overall, whereas the "micro" level
risks are account specific. A l l risk factors, with the exception of the number of audit
differences, were measured on a 7 point scale.
Assessments of risk were derived from the audit working papers. Planned reliance
on accounting controls for each account was also determined directly from the
working papers. A four point scale was used reflecting the procedure employed by the
participating firm in practice. Controls were assessed as strong, moderate, weak, or
not relied upon.

Findings
Prior to examining the research questions an analysis was performed to ascertain
whether the industry groups were on average of comparable financial size and risk.
This analysis was necessary so that any differences in evidential planning across indus
tries could be attributable to industry classification and not to initial variations in size
and or risk. The industry data were compared through t tests. No significant differences
(p ≤.10) were noted for the financial variables and only one significant difference was
noted for a risk variable in Table 3 (change in management's level of aggressiveness).
5

5

Engagement or macro level risks individually or in aggregate did not significantly vary across industries
(p ≤.10) for both years. A significant difference was noted concerning the change over the two year period
in management's level of aggressiveness in committing the entity to high risk ventures or projects. The
mean level of change in management's aggressiveness was 1.88 for manufacturers and .00 (no change) for
merchandisers. This difference was significant at p = .04.
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Table 3

Extremely aggressiveExtremely conservative
Extremely high turnoverNo turnover

Management's (i.e., CEO, CFO, and other operating officers) aggressiveness in
committing the entity to high risk ventures or projects.*

Extent of high level management turnover (i.e., CEO and other key operating officers).

2.08
(1.45)

3.44
(1.27)

3.00
(1.07)

2.41
(1.20)

2.36
(1.44)

2.27
(0.94)

2.93
(1.08)

1.97
(1.45)

3.08
(1.33)

3.32
(1.25)

2.69
(1.35)

2.25
(1.30)

2.37
(0.94)

3.06
(1.29)

Merchandiser's Mean
(St. Dev.)

* Significant at p≤0.10.
Note: With the exception of the last risk variable (number of differences) all risk assessments were on a seven point scale with verbal end - points as noted above.

Extremely strong general controlsExtremely weak general controls

Significant changeNo Change

Degree the entity's financial information system(s) changed in the fiscal year in terms of
input, output, or the degree of computerization.

Overall level of general controls, including potential for management override.
Consider factors such as organizational structure, documentation policies, existence
of budgets and comparisons of budgets to actual results, and existence of an internal
audit department.

Extremely conscientiousUnconscientious

Accounting personnel's general attitude in accomplishing their responsibilities.

Completely computerizedCompletely manual

Extremely high knowledgeExtremely low knowledge

Level of knowledge of the entity's accounting personnel (i.e., controller and staff) in
terms of awareness and understanding of accounting principles and practices and how to
apply them.

Manufacturer's Mean
(St. Dev.)

Degree the entity's financial information system(s) are computerized.

Scale End Points

Engagement (Macro) Risk Factors

Inherent and Control Risk Factors
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A significant number of unusual
transactionsVery few or no unusual transactions
(1) Number of differences: P&L effect

Relative number of unusual transactions (including related party transactions)
included in accounts receivable (accounts payable) and related allowance for
uncollectibles, as compared to similar clients in the industry.

The total number of prior audit differences found affecting the accounts
receivable (accounts payable) and related allowance for uncollectible accounts
(include all differences whether waived or not).

0.20
(0.48)

0.16
(0.55)

0.87
(1.19)

2.36
(4.55)

2.31
(1.36)

2.42
(0.96)

3.38
(1.25)

0.11
(0.35)

0.16
(0.51)

0.73*
(0.98)

1.81
(2.47)

1.80
(0.89)

2.34
(1.04)

2.06
(0.87)

Manufacturer's
Mean
(St. Dev.)
AR
AP

0.14
(0.39)

0.19
(0.64)

1.19
(2.41)

2.22
(2.58)

2.25
(1.31)

2.46
(1.25)

3.35
(1.41)

0.24
(0.57)

0.10
(0.45)

1.60*
(2.06)

1.92
(2.41)

1.93
(1.10)

2.32
(1.15)

2.07
(1.07)

Merchandiser's
Mean
(St. Dev.)
AR
AP

* Significant at p≤0.10.
Note: With the exception of the last risk variable (number of differences) all risk assessments were on a seven point scale with verbal end - points as noted above.

Reclassification

(2) Number of differences: P&L effect

Reclassification

An extremely high level of complexityLittle or no complexity

Degree of complexity underlying entries made to accounts receivable (accounts
payable) and related allowance for uncollectibles.

Scale End Points
Extreme judgment requiredLittle or no judgment required

Degree to which judgment (including estimates) was required in arriving at the
entries to the accounts receivable (account payable) and related allowance for
uncollectible accounts.

(AR = Accounts Receivable, AP = Accounts Payable)
Account (micro) risk factors

Table 3 (cont'd)
Inherent and Control Risk Factors

Nature and Extent of Evidential Planning Across Industries (Q1)
To examine variations in the nature of planned tests, chi-square tests were done for
each audit procedure, comparing the frequency with which it was performed in one
industry versus another. There were significant differences (p ≤.05) for 12 out of 24
common tests in accounts receivable and only one out of 20 tests in accounts payable.
These findings suggest that the nature of planned tests does differ by industry for
accounts receivable.
In the accounts receivable area, five out of the 12 different procedures were related
to confirmations, an additional five related to collectibility, with the remaining differ
ences attributable to analytical procedures. In all cases, the frequency with which
these procedures were performed was greater for manufacturing clients than merchan
disers. Based on the number and diverse nature of the customers in a merchandising
environment, one might expect greater frequency in performing a portfolio of
collectibility procedures for merchandising clients as compared to manufacturers.
Additional research is needed to further explain this finding. In the accounts payable
area, analytical review procedures were performed more often for merchandisers than
manufacturers.
The percentage of engagement hours devoted to each account was compared for
the manufacturing and merchandising companies as a test of the differences in the
extent of planned procedures across industries. Total planned hours for accounts
receivable as a percentage of engagement hours did not significantly differ across
industries (p = .36). The mean percentage of engagement hours devoted to accounts
receivable for manufacturers and merchandisers was 11.7 percent and 14.0 percent,
respectively. Total planned hours for accounts payable as a percentage of engagement
hours did significantly differ at p = .02. For manufacturers, the mean (standard devia
tion) percentage of total engagement hours devoted to accounts payable is 7.4 percent
(5.2 percent). This percentage for merchandisers is 9.7 percent (6.9 percent).
To further investigate differences in the extent of planned procedures, tests were
performed comparing planned hours by broad substantive auditing area as a
percentage of total engagement hours. In the accounts receivable area, significant
differences (p = .03) across industries were noted in the confirmation area. The mean
(standard deviation) percentage of engagement hours planned for the confirmation of
accounts receivable was 5.1 percent (6.3 percent) for merchandisers and 3.3 percent
(2.5 percent) for manufacturers. This finding is interesting, considering that confirma
tion procedures for a merchandiser is likely to provide less diagnostic evidence than
that obtained through confirmations for a manufacturing firm. Additionally, from the
risk data obtained, perceived risk did not significantly differ between the industry
groups. The additional hours spent by auditors in the confirmation area for merchan
disers may be due to the number of confirmations requested and/or, for example, the
need to reconcile differences between the clients' records and the confirmation
responses. No significant differences in the percentage of engagement hours across
other substantive areas in accounts receivable were noted.
In comparing the percentage of engagement hours devoted to substantive audit
areas for accounts payable, two significant differences were found. The mean (stan
dard deviation) percentage of engagement hours planned for the confirmation of
6

6

Since the focus of this study is on evidential PLANNING judgments, extent measures reflect planned or
budgeted hours rather than actual hours. However, planned and actual extent were very highly correlated
(average correlation r = .90). The primary findings were the same when either planned or actual extent
measures were employed in the analyses.
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accounts payable was 2.5 percent (2.3 percent) for merchandisers and 1.6 percent (1.6
percent) for manufacturers. This difference is significant at p = .05. A significant
difference (p = .02) was also noted in the area of accounts payable cutoff; 1.3 percent
of planned engagement hours were devoted to cutoff procedures (1.1 percent) for
merchandisers versus 1.0 percent for manufacturers (0.6 percent).

Industry Differences in Responsiveness of Evidential Planning
Decisions to the Level of Risk (Q2)
Table 3 provides descriptive data by industry on the assessment of macro and
micro level risks. Risk measures were compared between manufacturing and
merchandising firms through t-tests and except for one variable (number of prior
errors) were not significantly different. Importantly, the relatively high standard devia
tions present suggest variation in risk across clients. Generally one would expect that
as risk differs across clients, the appropriate number of tests and/or the variety of tests
needed to detect potential errors also would differ.
Nature of Procedures
7

A regression analysis was performed (See Table 4) to examine differences in the
nature of audit procedures selected for accounts receivable and accounts payable as a
function of the client's industry and risk characteristics. The nature of tests was repre
sented by the number of procedures selected.
In the accounts receivable area, the model was significant at p = .001, R = .32.
Industry and five account specific inherent risk factors were significant p ≤.10. These
factors were level of knowledge of accounting personnel, management's aggressive
ness, degree of judgment, number of unusual transactions, and prior errors.
In the accounts payable area, the model resulted in little explanatory power (R =
.05) with no significant industry effect noted. The one significant account specific
inherent risk factor was management turnover.
The results presented above suggest that industry and level of risk offer little
explanatory power with respect to the selection of accounts payable procedures.
Auditor's evidential planning decisions in the accounts receivable area appear some
what adaptive to the client's industry and selected risk factors.
2

2

8

Audit Extent Decisions
To examine the responsiveness of evidential extent decisions to industry and level
of risk, a regression analysis was performed in which the percentage of engagement
hours devoted to accounts receivable and accounts payable was examined as a func
tion of the client's industry and risk characteristics.
7

The model tested was as follows:
Nature and extent of evidential planning = f(Industry, engagement inherent and control risks, accountspecific inherent control risks, internal control reliance, and
materiality of account)
Based upon the current level of knowledge concerning the relationship between specific macro and micro
level risks to audit planning and the possibility that risk factors could be offset, an additional model was
also tested. This model may be represented as:
Nature and extent of evidential planning = f(Industry, total macro risks, total micro risks, and materiality of
account)
The findings of the regression analysis for this model did not significantly vary from the results reported
and indicate the robustness of the research findings.
Logit analysis were also performed on an individual audit procedure basis. Industry and the various risk
factors served as the independent variables. The results are consistent with those described.
8
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As presented in Table 4 in the receivable area, the model was significant at p =
.001, R = .61. However, industry was not a significant predictor. Significant (p ≤.10)
engagement level risk factors included: the market in which shares are traded, the
degree to which the entity's financial information system changed, and management's
aggressiveness. The only significant account-specific inherent risk factor was the
number of prior errors affecting accounts receivable. Materiality of the account was
highly significant at p = .001.
2
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Table 4
Regression Results For Responsiveness of Evidential Planning Decisions

Independent
Variables

Accounts Receivable
Percentage of
No. of Audit
Engagement
Procedures
Hrs in Account
Planned

Accounts Payable
Percentage of
No. of Audit
Engagement
Procedures
Planned
Hrs in Account

16.58
-2.72*
-.72

-5.01
.61
3.23*

12.88
.10
-.19

.52*
.07
.02
.21
.01
-.48*
-.30

-.21
.58
.83*
-.36
-.37
-.81*
.39

.15
.10
.02
-.33
.07
.04
-.39*

-.37
.26
.18
.05
.10
.03
-.16

Account Specific Inherent and Control Risks
Judgment
1.40*
Complexity
.01
No. of Unusual Transactions
.56*
-.01
Prior Errors—No. of
Prior Errors—No. Exceeding Materiality
-.79*

.39
.24
.34
1.04*
-.24

.26
.11
.09
-.01
-.00

.03
.29
-.41
.21*
.27

Internal Control Reliance
Materiality of Account

-.09
.14*

.21
.00

-.98*
.04*

Intercept
Industry
Trading Market (Private or Public)
Engagement Inherent and Control Risks
Knowledge of Personnel
Attitude
Change in System
Computerization
General Controls
Management's Agressiveness
Turnover

MODEL R2 (p)
ADJUSTED R2
N

-.10
.02
.32(.00)
.24
146

.61 (.00)
.57
148

.05(.97)
-.07
144

2.09
1.03
2.68*

.27(.00)
.18
147

*Significant at p < 0.10
2

In the accounts payable area, the model was significant at p = .001, R = .27.
Industry was not a significant predictor. The only significant engagement level risk
factor was the market in which the client's shares are traded (p = .002). Significant
account-specific inherent risk factors included the number of prior errors and internal
control reliance. As in the accounts receivable area, materiality of the account was
significant at p = .02.
The findings suggest some adaptability in the extent of evidential planning to the
level of selected risk factors. Significant risk factors varied by account area and
included both macro and micro level risks. The extent of evidential planning did not
9

To investigate the extent of multicollinearity among theriskfactors, the variance inflationary factor (VIF)
was computed. VIF values were generally in the 1 to 2 range and, in all instances, did not exceed 4.
Marquandt (1980) states that only if VIF values exceed 10 is there likely to be a multicollinearity problem.
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vary by industry and suggests that the extent of audit testing is dependent upon the
level of risk associated with an engagement, rather than the client's industry classifi
cation.

Industry Differences in Responsiveness of Evidential Planning
Decisions to Changes in Risk (Q3)
Evidential planning decisions are also expected to be responsive to changes in risk.
In examining the responsiveness of planning decisions to changes in risk, no direc
tional expectations are posed. In the regression analyses the dependent variables were:
number of new procedures, number of deleted procedures, and mix of planned proce
dures (referred to as "common tests" and calculated as the percentage of procedures
included in both the current and prior year audit program).
As presented in Table 5, in the accounts receivable area, all three regression
analyses revealed no significant industry effect (p ≤.10). Significant (p ≤.10) risk
factors in the regression analyses, with number of new tests (R = .24) and percentage
of common tests (R = .23) as the dependent variables, were changes in the overall
level of general controls and an increase in total revenues. A n increase in total assets
was also a significant predictor for the number of new tests. Significant predictors for
the number of deleted tests (R = .34) was an increase in accounts receivable and a
change in management's aggressiveness and turnover.
In the accounts payable area, industry was a significant predictor of the number of
new tests and the percentage of common tests. The following macro level inherent and
financial risk factors were found to be significant (p ≤.10) for the regression analyses
in which the number of new tests (R =.35) and percentage of common tests (R = .40)
were the dependent variables: change in the financial information system, increases in
total revenues and an increase in the number of accounts payable accounts. Also
significant for the number of new tests in the accounts payable areas was the change
in level of knowledge of accounting personnel. Changes in the overall attitude of ac
counting personnel and general controls were significant predictors of the percentage
of common tests. A significant predictor for the number of deleted tests (R = .18) and
percentage of common tests was an increase in the accounts receivable balance.
To examine the response in extent judgments to changes in risk, a regression
analysis was performed. The percentage of engagement hours in the account served as
the dependent variable. In the accounts receivable area, this model was marginally
significant at p = .10, R = .36 for the merchandising industry. The only significant
micro level risk factor was the change in the number of audit adjustments resulting
from reclassification. In the accounts payable area, no significant results (p ≤.10)
were obtained for either industry.
Overall, the responsiveness of evidential planning across industries to changes in
risk appears to be extremely limited and was noted only in the accounts payable area
in terms of the nature of tests performed. However, in interpreting these findings, one
must consider that the participating engagements exhibited limited variation in risk
across the two year time period examined.
2

2

2

2

2

2

2

10

10

However, on average, the percentages of participants who assessed no change in risk over the two year
period examined were:
Macro - Engagement level risks - 78.3%
Micro - Account specific risks - 90.4%
Internal control reliance - 94.3%
These assessments appear to reflect the belief that audit clients are quite stable over the two year time
period examined.
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Significant at p < .10

MODEL R2 (p)
ADJUSTED R2
N

.24(.28)
.04
116

-.33*

1.24*

.34(.01)
.17
116

-.22*

.07
.03

-.24
.02

Internal Control Reliance
Materiality of Account

Financial Measures
Increase in Total Assets
Increase in Accounts Receivable
Increase in Total Revenues
Increase in Accounts Payable Accounts

-.24
.49
-.16
.05
.03

.04
-.12
.15
.74
-.14 •
-1.12*
.38*

-.11
-.18
.40
.04
.03

.47
-.09
.23
.65
-.76*
.07
.01

Engagement Inherent and Control Risks
Knowledge of Personnel
Attitude
Change in System
Computerization
General Controls
Management's Aggressiveness
Turnover

1.20
.02
-1.27

.23(.33)
.30
116

.02*

.01
-.00

.01
.01
-.03
-.00
-.00

-.03
.01
-.02
-.04
.05*
-.00
-.00

.96
-.01
.06

Accounts Receivable
No. of
Percentage of
Common Tests
Deleted Tests

Account Specific Inherent and Control Risks
Judgment
Complexity
No. of Unusual Transactions
Prior Errors—No .of
Prior Errors—No. Exceeding Materiality

.94
.07
-.86

No. of
New Test

Intercept
Industry
Trading Market (Private or Public)

Independent
Variables

Table 5

.35(.01)
.17
113

.61*
-41.13*

.58
.01

.58
-.18
-.53
-.05
.10

.66*
-.18
.39*
.57
-.45
.21
-.11

-.13
-.73*
.38

No. of
New Test

.18(.70)
-.04
113

-1.20*

-.16
.05

.46
-.38
.49
.04
.05

.18
-.07
-.07
.46
-.53
-.33
-.02

.95
.39
-.89

Accounts Payable
No. of
Deleted Tests

Regression Results For Responsiveness of Evidential Planning Decisions to Changes in Risk

.40(.00)
.24
113

.13*
-.04*
2.81*

-.03
-.00

-.04
-.00
.05
.00
-.00

-.04
.01*
-.02*
-.03
.02*
-.02
.01

1.00
-.04*
-.01

Percentage of
Common Tests

Effect of Required Audit Procedures on the Adaptability of
Evidential Planning (Q4)
As described earlier, the requirement to perform confirmation procedures in the
accounts receivable area may limit auditor's adaptability. Analyses were performed to
compare the nature and extent judgments of accounts receivable (containing the
required confirmation procedure) versus accounts payable (no required procedure).
The regression results presented earlier in Tables 4 and 5 do not reflect a clear
pattern of greater responsiveness to risks for accounts payable than accounts receiv
able. Additional measures of adaptability are the variability in the nature and extent of
selected procedures at a point in time as well as over time, ceteris paribus, lower
adaptability would suggest less variation.
The results presented in Table 6 do not suggest significantly greater variability in
the nature of selected procedures in the accounts payable area than in accounts receiv
able. In addition, this table reports descriptive statistics on the extent judgments in
each of these areas and changes in extent. F tests for equality of variance were not
significant (p ≤.10), indicating the relative level of variation in extent judgments
across accounts was similar. Additionally, the high standard deviations for accounts
receivable confirmations relative to the means suggests auditors adapt the extent of
this procedure to reflect the engagement needs. Therefore, the findings do not support
the notion that required procedures, per se, inhibit adaptability in evidential planning.

Table 6
Extent Judgments Across Audit Areas
Extent Judgments

Accounts Receivable
Mean
St. Dev.

Accounts Payable
Mean
St. Dev.

Planned Hours/
Engagement Hours

12.7%

14.7%

8.3%

6.1%

Current Year Planned Hours/
Prior Year Actual Hours

93.0%

30.0%

93.0%

30.8%

Change in Planned Hours/
Engagement Hours

-0.03%

3.6%

-0.4%

2.2%

4.1%

4.6%

2.0%

2.0%

-0.1%

1.3%

-0.1%

0.7%

Planned Confirmation Hours/
Engagement Hours
Change in Planned Confirmation
Hours/Engagement Hours

Differences in planned audit hours by broad substantive audit area for accounts
receivable and accounts payable were also compared across industries utilizing a
multivariate analysis of variance. To control for client size, audit hours by substantive
area were examined as a percentage of total accounts receivable (or accounts payable)
hours and as a percentage of total planned engagement hours. The level of risk was
also statistically controlled. In the accounts receivable area, no significant differences
were found in planned audit hours by area as a function of industry. The only margin
ally significant industry difference (p = .10) was found in the accounts payable area in
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comparing planned hours for tests of controls as a percentage of total planned hours
for this area.
As described, prior research studies (Caster 1990; Sorkin 1977; Warren 1973)
suggest confirmations are unreliable in identifying misstatements. Recent field studies
(Hylas and Ashton 1982; Ham, Losell and Smieliauskas 1985; Wright and Ashton
1989) have found similar results.
Table 7 provides comparative data of the extent judgments in this sample and the
empirical findings. Four broad types of evidence are evaluated here because of data
limitations. The field studies cited above provide a further disaggregation of evidence.
However, a breakdown of audit hours into such detail is not performed in practice.
Thus, based on the pilot test, audit extent was requested for broad procedural areas,
which generally fall into the four evidence categories in Table 7.

Table 7
Evidential Extent and Diagnosticity
Tests of
Details

Confirma- Analytical
Other
tion
Procedures Procedures

Accounts Receivable
Planned Hours/Account Hours
Actual Hours/Account Hours

23.1%
22.9%

32.4%
32.8%

10.5%
10.1%

34.0%
34.2%

Accounts Payable
Planned Hours/Account Hours
Actual Hours/Account Hours

59.5%
56.9%

23.2%
23.1%

14.9%
14.3%

2.4%
5.7%

47.5%

0.0%

15.5%

37.0%

Diagnosticity
(Wright & Ashton, 1989)*

Notes:
(1) Data above represents the aggregate mean for all engagements in the sample.
(2) Hours/account hours reflect the relative time spent within the particular area of
the audit.
* Percent of errors detected by type of evidence as reported in this study.
The findings in Table 7 indicate that, although confirmations detected virtually no
errors in the field studies noted, a substantial proportion of audit time is devoted to
performing this procedure. This finding is especially pronounced in accounts receiv
able, where almost 1/3 of the audit time in the account is spent performing this test.

Discussion and Implications
This research examined the adaptability of evidential decisions to industry differ
ences and the level and changes in risk associated with the engagement. A summary
of the results is presented in Table 8 and suggests that auditors adapt the nature of
procedures to be performed to the client's industry. However, the level of adaptability
varied by audit area with greater variability in the planning of accounts receivable
procedures than accounts payable. This finding appears to suggest that the reliability,
availability and cost of gathering evidence may be differentially affected by industry
classifications across audit areas. One might expect the make up and risk characteris
tics of accounts receivable to vary more by industry than accounts payable. Therefore,
more "standard" procedures may be employed in the audit of accounts payable.
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Table 8
Summary of Research Findings
RESEARCH
QUESTIONS
Q1: DOES EVIDENTIAL
PLANNING VARY ACROSS
INDUSTRIES?
[Disscussion pages 10-13]

RESULTS
ACCOUNTS RECEIVABLE
ACCOUNTS PAYABLE
SIGNIFICANT DIFFERENCES
WERE PRESENT FOR 12 OUT
OF 24 COMMON PROCEDURES AND IN PLANNED
EXTENT IN THE CONFIRMATION AREA.

ONLY ONE SIGNIFICANT
DIFFERENCE FOUND OUT
OF 20 TESTS. PLANNED EXTENT VARIED FOR CONFIRMATION AND CUT-OFF
TESTS.

Q2: ARE THERE INDUSTRY NATURE OF TESTS WAS SIGDIFFERENCES IN THE
NIFICANTLY IMPACTED BY
RESPONSIVENESS OF EVIINDUSTRY AND SEVERAL
DENTIAL PLANNING
RISK FACTORS. EXTENT WAS
DECISIONS TO THE L E V E L AFFECTED BY SEVERAL RISK
OF RISK ACROSS CLIENTS? FACTORS BUT NO SIGNIFI[Table 4]
CANT INDUSTRY EFFECT.

NATURE OF TESTS IMPACTED B Y MANAGEMENT
TURNOVER BUT NOT INDUSTRY. EXTENT WAS AFFECTED B Y RISK FACTORS
BUT NOT INDUSTRY

Q3: ARE THERE INDUSTRY
DIFFERENCES IN THE RESPONSIVENESS OF EVIDENTIAL PLANNING
DECISIONS AND CHANGES
IN RISK OVER TIME?
[Table 5]

NATURE WAS SIGNIFICANTLY
AFFECTED BY SEVERAL RISK
FACTORS BUT NO INDUSTRY
EFFECT WAS PRESENT.
EXTENT WAS MARGINALLY
IMPACTED B Y INDUSTRY.

NATURE FOUND TO B E
SIGNIFICANTLY AFFECTED
B Y SEVERAL RISK
FACTORS AS WELL AS
INDUSTRY. THERE WERE
NO SIGNIFICANT ASSOCIATIONS FOUND BETWEEN
EXTENT AND INDUSTRY
OR CHANGES IN RISK.

Q4: WHAT EFFECT DO REQUIRED PROCEDURES
HAVE ON ADAPTABILITY
IN EVIDENTIAL PLANS?
[Table 6 & 7]

RESPONSIVENESS TO RISKS SIMILAR FOR A/R AND A/P. THE
VARIABILITY IN EXTENT WAS SIMILAR ACROSS ACCOUNTS,
SUGGESTING REQUIRED PROCEDURES DID NOT RESTRICT
ADABILITY.

The extent of procedures to be performed in the accounts receivable areas was
responsive to the level of risk associated with several risk factors. Responsiveness to
changes in risk was, however, not dependent on industry classification in the accounts
receivable area. Several "macro" level risks were important predictors of the nature of
procedures to be performed. Of interest for future research would be an examination
of the evidential planning decisions of engagements which have experienced signifi
cant changes in risk. In addition, a longitudinal study that traces such decisions over
an extended period of time would aid our understanding of how and when auditors
adapt to changes in risk.
The pattern of results, thus, suggest that the nature of planned procedures is some
what adaptive to the client's industry. Variations in the extent of testing does not
appear to change as a result of a client's industry but is reflective of the level of risk
associated with the engagement.
This pattern is intuitively appealing and logical. Evidence (nature) first must be
determined to be sufficiently relevant and credible to address the assertion being
examined. This determination is likely to differ by industry, since the availability, cost,
and diagnosticity of evidence varies not only across industries, but across account
areas within the industry classification. Once this determination is made, the extent of
work to be performed is tied to the risk associated with the engagement. Therefore,
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the selection of "what" procedures to perform appears to be adaptive to the client's
industry but how "much" is done is driven by the level of risk associated with the
client.
Overall, the results suggest adaptability in the nature of procedures to be performed
to industry classification. However, as discussed, such adaptability is dependent upon
the audit area being examined. This finding is intuitively appealing and suggests that
the differential reliability, availability, and cost of gathering evidence does not
uniformly vary by industry across all accounts. The limited response in evidential
planning to the level and changes in risk, although consistent with prior research,
deserves further study. Such future research might consider the audit implications of
combining macro and micro risks to arrive at an overall pattern of risk. This tendency
in practice to combine risks was noted in Waller (1993), Janell and Wright (1991) and
Graham (1985). As discussed in Note 7, the results of this study did not significantly
vary when the regression models were based upon total macro and micro risks.
The findings regarding limited adaptability in evidential planning also has implica
tions for practice and suggests that auditors might benefit from additional training or
the use of decision tools in assessing risk and linking such assessments to audit plan
ning decisions. If auditors are not responsive to such factors, the efficiency and
effectiveness of the audit is likely to diminish.
Several limitations of this and prior research in the area need to be acknowledged.
As noted, evidential planning decisions are examined over a short term. Auditors may
not respond to changes in risk over such a brief period. In addition, auditors may intu
itively require that changes in risk exceed a certain threshold before the audit plan is
substantially revised. This belief may stem from the use of a fairly "standard" set of
procedures that are considered robust in detecting errors for most client situations.
Participation in this study was also limited to one firm. The effect of firm structure on
adaptability is a fruitful avenue for future research. This research also did not examine
the relationship between risk assessment and evidential planning at the assertion level,
an important area for future research.
Adaptability in evidential planning was also examined on an account basis in
response to the requirement by professional standards to perform certain procedures,
namely in this study, the confirmation of accounts receivable. This required procedure
did not appear to inhibit adaptability. Nonetheless, a considerable amount of audit
effort is devoted to these procedures which are of limited diagnostic value. It is
unclear whether this is because auditors outweigh the value of such evidence due to its
sanctioning by the standards, due to defensive measures in the event of litigation,
and/or because confirmations are disproportionately time consuming to perform.
Future research is needed to identify the cause.
However, the results here suggest a reappraisal of evidential planning for this form
of evidence may be needed. The relative diagnosticity of confirmations does not
appear sufficient to warrant the audit intensity devoted to it in the accounts receivable
area. In addition, 23.2 percent of the audit time in accounts payable is also devoted to
confirmation procedures. This procedure was included in the planning of all but two
of the sample engagements.
These findings suggest that confirmation of accounts payable, although not
required by auditing standards, has become, perhaps, a "de facto" standard in prac
tice. This finding is interesting and worthy of further study since little is presently
known about the diagnosticity of confirmation procedures in this area. In addition, a
useful insight for standard setters would also be to understand how and why such
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practices develop and what the impact of requiring the confirmation of accounts
receivable has had in the accounts payable area.
Required procedures and those included by firms in standard audit programs may
serve to inhibit the level of adaptability of evidential plans. These tests potentially
induce framing effects, a phenomenon that has been widely documented in behavioral
research (Kida 1984; Aston and Ashton 1988; Asare 1992). That is the presence of
required or standard tests serve to frame evidential planning in a different manner than
if planning is viewed as an open process. A n important avenue for future research
would be to examine the extent to which potential framing effects of such tests impact
program planning decisions.
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